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Notes
New Technology and Old Protection: The
Case for Resale Royalties on the Retail
Sale of Used CDst
by
CARLA M. MILLER*

Them that's got shall get, Them that's not shall lose,
So the Bible said, And it still is news .... 1

Introduction
It is often said that "there is nothing new under the sun." The
accuracy of this adage is questionable, however, when applied to the
introduction of technology in the consumer marketplace and the controversy that inevitably accompanies or follows its introduction. For
example, the introduction of new consumer products, such as personal
photocopiers, 2 home video cassette recorders 3 and digital audio tape
t A version of this Note was submitted for the Nathan Burkan Memorial
Competition, sponsored by the American Society of Composers, Authors, and Publishers.
* J.D. Candidate, 1995; B.S. Loma Linda University, 1985. The author was inspired
to write on this particular issue by the following passage:
[Ornette Coleman] and Don Cherry went to the Contemporary studios and
introduced themselves to Koenig. "I took him to the piano," said Koenig, "and
asked him to play the tunes. Ornette said he couldn't play the piano. I asked him,
'How did you hope to play your tunes for me if you can't play the piano?' So he
took out his plastic alto and began to play." ... Koenig bought seven Ornette
Coleman songs at twenty-five dollars each.
JOHN LrrwEILER, ORNETm COLEMAN: A HARMOLODIC LIFE 56 (1992). This is for all the
brilliant yet impoverished composers of the '50s and '60s who sold their songs for twentyfive dollars each.
1. ARTHUR HERZOG JR. & BILLIE HOLIDAY, GOD BLnss THE CHILD (Edward B.
Marks Music Corp. 1941).
2. In 1993 several companies announced the next productivity gadget poised to hit
the consumer marketplace-photocopiers that reportedly fit inside the average briefcase.
Protection for this technology has been paved by substantial Supreme Court precedent in
the areas of patent and copyright law, standing for the proposition that introduction of
copying equipment into the consumer marketplace as an article of commerce does not of
itself constitute infringement or contributory infringement of copyrights when it is shown

[2171

HASTINGS LAW JOURNAL

[Vol. 46

(DAT), 4 has created controversy primarily in the form of opposition

from wary copyright holders who fear the potential for infringement
that each technological advance represents.

From most lay accounts, however, the development and introduction of audio compact disc technology 5 into the mass consumer market has been an enormous and, to date, noncontroversial commercial
success. In the absence of the copyright infringement concerns that
have accompanied the introduction of other technologies, the compact

disc has become the preferred delivery medium for the recording inthat the article has substantial non-infringing uses. See generally Henry v. A.B. Dick Co.,
224 U.S. 1, 48 (1912) ("[A] bare supposition that by a sale of an article which, though
adapted to an infringing use is also adapted to other and lawful uses, is not enough to make
the seller a contributory infringer.... There must be an intent and purpose that the article
sold will be so used."), overruled in part by Motion Picture Patents Co. v. Universal Film
Mfg. Co., 243 U.S. 502 (1917) (patent holders' monopoly does not extend to use restrictions on materials necessary to operate the patented article). However, the most apparent
capitulation to the concerns of copyright holders is the notice that must be displayed on all
copying equipment and facilities provided by certain libraries and archives that the making
of a copy may be subject to the copyright law. See 17 U.S.C. §§ 108(d)(2) & (e)(2) (1977);
42 Fed. Reg. 59,265 (1977); 37 C.F.R. § 201.14 (1993).
3. In Sony Corp. v. Universal City Studios, Inc., 464 U.S. 417, 456 (1984), the
Supreme Court held that it was not contributory infringement of the movie studio's motion
picture copyrights for Sony to sell video cassette recorders (VCRs) to consumers who subsequently used them to record copyrighted works off the air. The Court concluded that
such recording by consumers was permissible "fair use." Id. at 455. Because the VCRs
were "widely used for legitimate, unobjectionable purposes," the recording did not constitute direct infringement of the studio's copyrights. Id. at 442. Absent such direct infringement, there could be no contributory infringement by Sony.
4. Digital audio tape technology advances video cassette recorder (VCR) recording
methods by incorporating the digital electronics used in compact discs. The audio signal is
recorded more accurately using DAT technology because it is digital instead of analog.
Thus, digital tape technology carries the potential to produce an infinite number of copies
with no loss in sound quality, particularly if the copy is made from a digital source such as a
compact disc. In May of 1988 the Recording Industry Association of America (RIAA)
warned several audio hardware manufacturers that it would take immediate legal action
for contributory copyright infringement against any firm marketing DAT machines within
the United States. After years of threats, negotiation, and finally compromise, Congress
enacted the Audio Home Recording Act of 1992. 17 U.S.C. §§ 1001-1010 (Supp. V 1993).
One of the key provisions of the Act imposes a royalty charge on sales of DAT recorders
and blank tapes to be paid by manufacturers and importers. 17 U.S.C. §§ 1003-1004 (Supp.
V 1993). The royalties collected from the sales are divided between song writers and publishers (one-third of the fund), and record producers and recording artists (the remaining
two-thirds). 17 U.S.C. § 1006 (Supp. V 1993). See also 37 C.F.R § 201.27 (1993) (prescribing rules for notice of distribution of DAT recording devices or media).
5. A compact disc (CD) is a "small, aluminum-based disc about 4.7 inches in diameter" containing digitized music that is read by a laser beam in a specialized player. "The
recording technique results in nearly-perfect sound reproduction. The CD was first introduced in the United States music industry in the early 1980s, following successful marketing in Europe and Japan." 3 THOMAS D. SELZ ET AL., ENTERTAINMENT LAW: LEGAL
CONCEPTS AND BUSINESS PRACTICES at G-3 to G4 (2d ed. 1992).
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dustry, retailers, and consumers in just over a decade. 6 Due to its relatively low production cost, convenient packaging, and virtual
indestructibility, the compact disc has in its very young life rendered
traditional recording media, such as the phonograph record and analog tape, obsolete.7 Thus, it seemed inevitable that a new controversy
would surface to tarnish this silver lining.
In mid-1993 one national music retailer and several medium-sized

regional retailers8 announced their intent to capitalize on the most attractive characteristic of the compact disc-its durability-by actively
promoting a resale market for used CDs. Major record companies
and music distributors 9 responded with threats to withdraw promotional allowances from retailers who sold used CDs. They also refused to supply used CD retailers with the new releases of several
well-known artists who objected to the practice. 10 The controversy
reached a stalemate when the distributors reversed their position on
the promotional allowances after being faced with a federal antitrust
lawsuit by the retailers."
Without liability for infringement or royalty payments, the sale of
used copyrighted material within traditional delivery media has always been a legal and commonplace occurrence.' 2 Additionally, few
bargain-hungry consumers can deny the innate thrill associated with
spending an afternoon browsing through a neighborhood used book
or record store. However, the profit potential for smaller retailers in
used books and records is limited since after use by a finite number of
6. See Ian G. Masters, Do CDs Cost Too Much?, STEREO RFV., Nov. 1993, at 89
(reporting that by 1992 the total CD market was 407 million units up from the estimated
207 million units sold in 1989).
7. Id. (noting that vinyl has all but disappeared and only 50% of new releases are
available on cassette.)
8. The larger retailers of used CDs are Wherehouse Entertainment, Inc. based in
Torrance, California and Hastings Books and Records based in Amarillo, Texas. Additionally, more than 100 independent retailers have formed the Independent Retailers Music
Association*based in New Jersey. See Jane Birnbaum, Without a Scratch, Used CD's Rise
Again, N.Y. TIMES, Sept. 6, 1993, at 35; Michael D. Harris, Lawyers in Spin Over SecondHand Discs, CAL L. Bus., July 26, 1993, at 15, 25.
9. The largest record distribution firms are Time Warner's WA, Thorn EMI's
CEMA, MCA Music's UNI, and Sony. Harris, supra note 8, at 25.
10. See Birnbaum, supra note 8.
11. Wherehouse Entertainment, Inc. v. CEMA, No. 93-4253 (C.D. Cal. filed Jul. 19,
1993). The case has apparently been settled. See also Ed Christman, DistributorsOffer
Used-CDs Sellers Ad-dollar Paybacks, BILLBOARD, Feb. 26, 1994, at 6 (describing general
settlement terms for repayment of cooperative advertising dollars withheld from April to
September 1993).
12. The sale of used copyrighted material is protected by the "first sale doctrine." For
a complete discussion of the first sale doctrine, see infra notes 64-95 and accompanying
text.
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owners, a book or record is usually worn to the point of near
worthlessness.
By contrast, a compact disc can be played literally thousands of
times and still remain in pristine condition. Thus, the profit potential
for a virtually limitless number of resales is substantial. Furthermore,
the current practice represents a windfall for retailers since the sale of
used CDs is not covered by current federal copyright law royalty
provisions.
It is important to note that used CDs have been sold for a
number of years without challenge by smaller, independent retail outlets. The recent controversy evolves from the lack of resale royalty
payments to composers, songwriters, and record producers-which is
exacerbated by mass-market retailing-coupled with the potential impact of a mass CD resale market on the sale of new, royalty-generat13
ing products.
Under existing copyright protection, these concerns are not exaggerated. While the "first sale doctrine"' 14 may have served music
copyright holders adequately during the era of more volatile recording
media, creators and copyright holders are currently denied participation in a substantial future income stream generated by resales of
compact discs-a result wholly inconsistent with the policies and purposes underlying copyright protection.
This Note argues that such a result should not be tolerated.
While it is hardly surprising that copyright protection once again lags
behind technological advances, this controversy provides an opportunity to analyze the inadequacies of the first sale doctrine when applied
to copyrighted material delivered through compact disc technology. 15
Part I considers the loss of exclusive exploitative rights represented by
the sale of used CDs without payment to musicians and songwriters in
light of the policy and purpose underlying federal copyright legislation. Part II discusses the application and limitations of existing copyright laws in the form of statutory royalty payments and the first sale
doctrine. Part III describes past judicial interpretations of the first
sale doctrine and specifically addresses prior challenges to resale and
lending of copyrighted material delivered on traditional media. Part
III also highlights the significant exception to the first sale doctrine
embodied in the Record Rental Act of 1984 and argues that resale of
13. See Harris, supra note 8, at 15.
14. See 17 U.S.C. § 109(a) (1988). See infra notes 64-95 and accompanying text.
15. This Note does not address whether the first sale doctrine should remain applicable to copyrighted material delivered on traditionally volatile media such as vinyl records
and cassettes. Concededly, adoption of the arguments in favor of resale royalties on the
sale of used CDs may create the anomaly of application of first sale protection to a seller of
used "books on tape," when the same product delivered on a compact disc would be unprotected. The resolution of that issue is reserved for another article.
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used CDs circumvents the policy underlying this Act. Part IV
presents the case for resale royalties on copyrighted material by comparing similar protection afforded to visual artists in several foreign
countries and certain U.S. jurisdictions. Finally, Part V proposes modifications to federal copyright law-specifically, the first sale limitations-that will offer the broader protection necessary for copyright
holders who choose to distribute their creative product on a non-volatile medium such as the compact disc.

I.

Purpose and Policy Underlying Federal Copyright Law

The Framers' intent to encourage creative and scientific endeavors as a matter of federal policy 16 is codified in the Copyright Act of
1976 (the "1976 Act"). 17 The 1976 Act confers upon copyright owners, subject to several significant limitations, five fundamental rightsthe rights of reproduction, adaptation, public distribution, public performance, and public display.' 8 This so-called "bundle of rights" constituting a copyright represents a property interest separate and
distinct from the tangible object embodying the copyrighted work.' 9
A copyright is designed to provide the owner with the exclusive right
to exploit her creative works. 20 The copyright is distinct from the
property right in the tangible object in that the sale or conveyance of
the tangible object does not of itself constitute a transfer of any rights
16. The Constitution provides that Congress shall "promote the Progress of Science
and useful Arts, by securing for limited Times to Authors and Inventors the exclusive
Right to their respective Writings and Discoveries." U.S. CONSt. art. I, § 8, cl. 8.
17. 17 U.S.C. §§ 101-1010 (1988 & Supp. V 1993).
18. 17 U.S.C. § 106 (1988 & Supp. V 1993) provides:
Subject to sections 107 through 120, the owner of copyright under this title has
the exclusive rights to do and to authorize any of the following:
(1) to reproduce the copyrighted work in copies or phonorecords;
(2) to prepare derivative works based upon the copyrighted work;
(3) to distribute copies or phonorecords of the copyrighted work to the public by sale or other transfer of ownership, or by rental, lease, or lending;
(4) in the case of literary, musical, dramatic, and choreographic works,
pantomimes, and motion pictures and other audiovisual works, to perform the
copyrighted work publicly; and
(5) in the case of literary, musical, dramatic, and choreographic works,
pantomimes, and pictorial, graphic, or sculptural works, including the individual
images of a motion picture or other audiovisual work, to display the copyrighted
work publicly.
19. Lantern Press, Inc. v. American Publishers Co., 419 F. Supp. 1267, 1270-71
(E.D.N.Y. 1976) (stating that copyright is not identical with copyrighted work, but exists
separately from it as an intangible right to exclude all others from printing, publishing,
copying, or vending the work).
20. Greenbie v. Noble, 151 F. Supp. 45, 66 (S.D.N.Y. 1957) (finding that copyright
monopoly merely gives the copyright possessor the exclusive right to exploit the form of
his expression) (citing Holmes v. Hurst, 174 U.S. 82, 86 (1899)).
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in the copyrighted work.2 ' Conversely, the assignment of the copyright does not constitute a transfer of property rights in the tangible
object.

22

American copyright law is rooted in an eighteenth-century English statute that granted publishers the right to prevent others from
selling copies of their books. 2 3 Hence, the principal characteristic of
the author's property "copyright" is the author's exclusive right to
make and sell copies of the creative works. Copyright has been extended from books to all tangible delivery media;24 however, the most
significant feature of the right is the creator's ability to control the
reproduction, public distribution, and public performance of the
material.
The purpose behind these exploitative rights, as evidenced by the
1976 Act, is to provide incentive for creation and authorship by guaranteeing artists remuneration for their endeavors. 25 As reflected in
the Constitution, the ultimate goal in providing copyright protection is
to promote the progress of science and the arts for the public benefit.
As the 1976 Act demonstrates, Congress has determined that the most
appropriate means to that end is to grant the aforementioned exclusive rights to authors for a limited period of time as both a reward for
their endeavors and an incentive toward further creation. 26 In balancing the author's and the public's interests, Congress found that granting "such exclusive rights, under the proper terms and conditions
confers a benefit upon the public that outweighs the evils of the temporary monopoly." 27 However, with any proposed increase in protection for creators, the balance between the dual purposes underlying
copyright legislation must be carefully considered. Thus, any grant of
additional rights to authors is always tempered by the substantial interest in maintaining maximum public access to creative work.
21. 17 U.S.C. § 202 (1988).
22. Lantern Press, 419 F. Supp. at 1270.
23. The first general English copyright statute was the Statute of Anne, 1710, 8 Ann,
ch. 19 (Eng.) reprinted in ROBERT A. GORMAN & JANE C. GINSBURG, COPYRIGHT FOR
THE NINETIES-CASES AND MATERIALS xxvi, 1-2 (4th ed. 1993).

24. The Copyright Act describes a variety of works to which copyright protection has
been extended including, but not limited to, phonorecords, motion pictures, paintings, pictorial works, graphic works, sculptural works, architectural plans, and tapes. 17 U.S.C.
§§ 101-102 (1988).
25. "The economic philosophy behind the clause empowering Congress to grant patents and copyrights is the conviction that encouragement of individual effort by personal
gain is the best way to advance public welfare through the talents of authors and inventors
in 'Science and useful Arts."' Mazer v. Stein, 347 U.S. 201, 219 (1954) (citing U.S. CONST.
art. I, § 8, cl.8).
26. See REGISTER OF COPYRIGHTS HOUSE COMM. ON THE JUDICIARY, 87TH CONG.,
1ST SESs., REPORT ON THE GENERAL REVISION OF THE U.S. COPYRIGHT LAW 3-6 (Comm.

Print 1961).
27. See H.R. REP. No. 2222, 60th Cong., 2d Sess. 7 (1909).
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While early American copyright law required a profit motive28
before imposing liability for infringement of certain exclusive rights,
the 1976 Act evinces an intent to abolish this limitation. 29 This policy
shift manifests Congress's apparent recognition that the unauthorized
exploitation of a copyright owner's work-even absent a profit motive-may effectively diminish the incentive to create. Thus, exploitation for profit without the copyright owner's participation would
almost certainly have the same chilling effect.
Many commentators and legal practitioners agree that throughout the history of copyright legislation in this country, particularly
where new technology has opened up the potential for exploitation of
a right, the benefit from that right has accrued to the copyright
owner.30 Moreover, in a 1982 address to the ABA Section of Patent,
Trademark, and Copyright Law, the Register of Copyrights supported
this position by suggesting that the true question in these controversies is not whether the exploitation inflicts a harm on the copyright
proprietor, but whether the underlying policy of the Constitution and
the statute is that the benefit should accrue to the copyright
proprietor.31
However, an analysis of cases that challenged third-party exploitation of home video cassette recorder 32 and computer video
28. Specifically, 3(e) of the Copyright Act of 1909 contained a broad exemption from
infringement liability for any use of copyrighted material determined to be "not for profit."
29. The historical and statutory notes to § 106 of the 1976 Act provide:
The approach of the bill, as in many foreign laws, is first to state the public performance right in broad terms, and then to provide specific exemptions for educational and other nonprofit uses.
This approach is more reasonable than the outright exemption of the 1909
statute. The line between commercial and "nonprofit" organizations is increasingly difficult to draw. Many "non-profit" organizations are highly subsidized and
capable of paying royalties, and the widespread public exploitation of copyrighted
works by public broadcasters and other noncommercial organizations is likely to
grow. In addition to these trends, it is worth noting that performances and displays are continuing to supplant markets for printed copies and that in the future
a broad "not for profit" exemption could not only hurt authors but could dry up
their incentive to write.
H.R. RaP. No. 1476, 94th Cong., 2d Sess. 62-63 (1976).
30. See generally Section of Patent, Trademark, and Copyright Law, American Bar
Association, Reports to be Presented at the Annual Meeting (July 28-Aug. 4, 1983) A.B.A.
SEc. PAT., TRADEMARK, & CoPyRimrr L. 128-29 (supporting legislation pending in 1983
in both the House of Representatives and the Senate to extend the rights of copyright
owners of sound recordings, motion pictures, and other audiovisual works to the rental of
those works when that rental is for direct or indirect commercial advantage).
31. I&
32. In two separate cases, holders of motion picture copyrights succeeded in infringement actions brought against proprietors of establishments that rented video cassettes and
"private" rooms equipped with couches and television sets for viewing. In both cases, the
courts found that the proprietors' practice amounted to unauthorized public performance
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game 33 technology illustrates that, in fact, both considerations may

come into play to the advantage of copyright proprietors. In several
cases, challenges to the third-party exploitation were successful when
the practice involved exploitation of rights generally maintained by
the copyright holder or when there was a risk of irreparable harm to

the market for the copyrighted material.
A. Application of the Policy to the Problem
As distinguished from other technology, the introduction of compact discs into the consumer marketplace has not carried the same
potential for infringement of copyright holders' right of reproduction 34-arguably the most common concern. However, recording artists' exploitative rights, most notably their ability to receive fair
remuneration for the exploitation, are diminished in at least two ways
by the sale of used CDs.
First, under existing copyright law, a recording artist receives no
compensation on the sale of used products. 35 No reasonable copyright

owner has ever sought to bar a neighborhood garage sale proprietor
from selling older, less desirable music purchases, and by 1993 the sale
of used CDs represented less than 1% of the retail market. 36 However, industry experts estimate that the used-CD retail market could
grow to as much as 20% of unit volume in the next five years. 37 Supof protected works. Columbia Pictures Indus. v. Redd Horne, Inc., 749 F.2d 154, 162 (3d
Cir. 1984); Columbia Pictures Indus. v. Aveco, Inc., 612 F. Supp. 315, 319 (D. Pa. 1985),
affd, 800 F.2d 59 (3d Cir. 1986).
33. In Atari, Inc. v. JS & A Group, 597 F. Supp. 5, 7 (N.D. Ill. 1983), a home computer video game manufacturer brought an action against an electronic products retailer to
enjoin sales of a device for duplication of video games compatible with the manufacturer's.
The court held that: (1) the use of the device to duplicate defendant's own games was not
a "substantial" non-infringing use sufficient to preclude an injunction against its sale; (2)
the only substantial use of the copying device-duplicating video game cartridges-was a
use that infringed on the manufacturer's copyright and was not covered by the exemption
permitting owners of copyrighted programs to prepare archival copies of the programs;
and (3) the manufacturer sustained its burden of showing that it would suffer irreparable
harm if the injunction did not issue. Id. at 8, 10.
34. To date, the consumer market for compact disc technology has been dominated by
ROM or "read-only" memory applications in which sound, images, or computer instructions are played back from pre-recorded compact discs. However, consumer devices with
compact disc recording capabilities seem poised for introduction. See Paul Verra, Pioneer
Debuts Recordable CD Player,STEREO REV., Oct. 1, 1994, at 68 (announcing Pioneer's Fall
1994 scheduled shipment of the PDR-09 CD player/recorder; the unit carries a suggested
list price of $4,000 and allows users to record on "write one/read many discs" with no
deterioration in sound quality).
35. See infra notes 64-95 and accompanying text describing the first sale doctrine.
36. See Birnbaum, supra note 8, at 25.
37. See commentary by Michael Greene, President and Chief Executive Officer of the
National Academy of Recording Arts and Sciences (NARAS), in support of the recording
industry's stand against the sale of used CDs. Michael Greene, Industry Must Stand
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port for this estimate is provided by a recent survey of consumers conducted by music retailers, indicating that 16% of those surveyed had
purchased used CDs, while the remaining 84% had not. 38 However,
nearly 83% of the latter group said that they expect to buy used CDs
39
in the future.
Second, the mass exploitation of the consumer appetite for used
CDs will certainly cut into the market for new products. According to
the same survey, only 17% of the respondents buying used CDs said
that they would have bought the same CD new had it not been available used. 40 Another 3% said they would have bought the same recording as a new cassette if the used CD were unavailable. 41
Moreover, if used CDs were generally unavailable, 57.3% of the respondents said they would buy more new CDs, while only 24% said
they would not.42
It seems clear that the overriding concern of copyright holders is
the potential that a mass resale market for used CDs will create a de
facto "lending library" system for-their copyrighted material in which
consumers will purchase the product, record it, and then resell it to
retailers. The retailers will, in turn, reap the profits on subsequent
Against Used CDs, BILLBOARD, Aug. 21, 1993, at 5. Notably, there continue to be references in the press to retailer recognition in the profit potential of the used-CD market.
See, e.g., Ed Christman, Former Turtle Execs Launch Backstage Discount Music, BILLBOARD, Aug. 6, 1994, at 58 (describing re-entry of two "veteran" retailers into the discount
music industry and their specific focus on the used-CD market); Ed Christman, Kemp Mill
Looks to Build on Success, BILLBOARD, Oct. 1, 1994, at 52 (describing retailer of the year
award recipient's entry into the used-CD business); Ed Christman, Used-CDs Still Controversial at Ariz. Chain; Zia Remains Loyal to Its InitialSecond-hand Market, BILLBOARD,
Feb. 19, 1994, at 49; Don Jeffrey, Berkeley Store Charts Its Own Courseas Wherehouse Lets
It Remain Independent, BILLBOARD, Apr. 23, 1994, at 71 (describing Berkeley, California
retailer's strategy despite "uneasiness" about used-CD sales given the amount of promotional copies that find their way into the retail market). But see Don Jeffrey, NARM's Pam
Horovitz Aims to Educate and Expose Members to Industry Trends, BILLBOARD, Mar. 26,
1994, at 118 (chronicling annual convention in which executive director of National Association of Recording Merchants acknowledged that, although used-CD business is "definitely not" going away, there had been a slowdown of entry into the market since 1993
because of extensive labor, pricing uncertainty, and security issues over allowing employees to dispense cash).
38. Ed Christman, Both Retailer, Label Claims Backed Up by Used-CDSurvey, BILLBOARD, Oct. 2, 1993, at 4,112. "The survey was conducted by SounData and sponsored by
the National Association of Recording Merchandisers. SounData first surveyed 1,200
shoppers 12 years old or older who either own or have access to a CD player. It then
conducted its own audited buying survey, in which SounData personnel purchased used
CDs at record stores." Id. at 4.
39. Id. at 112.
40. Id.
41. Id.
42. Id.
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sales. 43 A similar threat to copyright holders was successfully
thwarted through the combined lobbying efforts of the recording industry and music retailers that resulted in a legislative ban on pho-

norecord rental. 44 However, an active mass resale market provides a

technical means by which the restrictions on record rentals set forth in
the amendment can be circumvented. 45 Notwithstanding the distinction between rentals and sales of copyrighted material, it seems inconsistent with the policy underlying these amendments to allow
incursion into the copyright owners' ability to receive remuneration

by permitting the mass resale market for used CDs.
With respect to the ultimate goal of copyright protection-securing a public benefit by allowing access to creative works-it seems
clear that while the public interest in a low price product may be satis-

fied in the short term by wide availability of used CDs, the public will
ultimately suffer if the practice is continued without remuneration to
copyright holders. As record company profits decline because of the
loss of new CD sales, the companies will be reluctant to sign and promote new talent.46 Thus, the ultimate benefit to the public, in the

form of record company investment in new creative works, could be
sacrificed.
H. Application and Limitations of Existing Copyright Law
A.

Copyright Registration, Compulsory Licensing, and Private
Enforcement Schemes

"Copyright protection subsists.., in original works of authorship
fixed in any tangible medium of expression.., from which they can be
perceived, reproduced, or otherwise communicated, either directly or
with the aid of a machine or device." 47 Among the list of protected
43. This potential effect is foreshadowed in the responses to the SounData survey. Of
the consumers surveyed who resold their used CDs, 9% admitted that they taped CDs and
then sold them back. The survey also found that 11% of respondents said they owned a
CD for less than two weeks before selling it or trading it in, while 33% said they owned
CDs for a year before trading them. Id. at 112.
44. Specifically, the Record Rental Act of 1984, which is codified at 17 U.S.C.
§ 109(b)(1)(A) (Supp. V 1993), provides that, notwithstanding the first sale doctrine,
neither the owner of a particular phonorecord nor any person in possession of a
particular copy of a computer program ... may, for the purposes of direct or
indirect commercial advantage, dispose of, or authorize the disposal of, the possession of [the copyrighted item] by rental, lease or lending, or by any other act or
practice in the nature of rental, lease or lending.
45. See Ken C. Pohlman, As Good As New; Sale of Used CDs, STEREO REV., Dec.
1993, at 25 (noting that with respect to the sale of used CDs, record labels "point to the law
prohibiting CD rentals and argue that buying and selling used CDs is merely rental in
disguise").
46. See Harris, supra note 8, at 15.
47. 17 U.S.C. § 102(a) (1988 & Supp. V 1993).
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works of authorship are musical works, including any accompanying
48
To illustrate the application of existing
lyrics and sound recordings.

copyright law, it is helpful, first, to understand the rights and protections afforded to a particular group of musical creators-composers
and songwriters. Moreover, an examination of the history and policies that underlie existing rights and of the subsequent implementation of enforcement mechanisms provides an appropriate context for
the proposed resolution of the controversy examined in this Note.

With the enactment of the Copyright Act of 1909 (the "1909

Act"), musical compositions and any accompanying words were subject to protection. The authors owned the exclusive exploitative fights
to their compositions, most notably the right to public performance of
their works.49 In response to an earlier Supreme Court decision that
engendered legitimate concern in holders of copyrights of musical
compositions 50 Congress amended the 1909 Act to introduce the concept of the compulsory license with attendant royalty payments into

U.S. copyright law. Under the compulsory license provisions of the
1909 Act, composers would register their works with the Copyright
Office and provide a "Notice of Use" indicating that the composition
was available for recording purposes. Anyone desiring to create a recorded performance of the composition would provide a "Notice of
Intention to Use" and would be liable for payment of a specified royalty5 ' to the copyright owner for each record of the work that was
made and distributed. Despite the controversy surrounding the compulsory license provisions of the 1909 Act, including arguments that a
48. 17 U.S.C. § 102(a) (1988 & Supp. V 1993). It is important to stress the distinction
between a musical composition that may be created and registered for copyright protection
by a composer or songwriter and the recorded performance of the composition by a singer
or recording artist that is subject to independent and distinct protection. For example,
Dolly Parton, as its author, owns the copyright to the song "And I Will Always Love You";
however, Whitney Houston-presumably through her record label-owns the copyright to
the recorded version of the hit. Thus, a bootlegger who illegally reproduces and distributes
Ms. Houston's record may be liable for infringement of both copyrights.
49. Specifically, § 1(e) of the 1909 Act vested in composers the exclusive right to perform their copyrighted work publicly for profit and to make any arrangement or setting of
it in any system of notation or any form of record in which it could be recorded, read from,
or reproduced. GonmAN & GINSBURG, supra note 23, at 162 (citing 1909 Act).
50. In White-Smith Music Publishing Co. v. Apollo Co., 209 U.S. 1, 18 (1908), the
Supreme Court held that piano rolls, the parts of player pianos on which the musical compositions were inscribed, did not embody a system of notation that could be read, and
therefore were not "copies" of the composition within the meaning of and subject to the
protection of copyright law. Understandably, this decision created concern in the songwriting and publishing community over the potential for monopolization of musical compositions for recording purposes.
51. Under the 1909 Act, the royalty rate for musical composition copyright holders
was set at 2 cents for each recording of the copyrighted work. With the inclusion of the
compulsory license provision in the 1976 Act, the royalty rate was increased in 1980 to 2.75
cents per recording or .5 cent per minute, whichever was larger.

HASTINGS LAW JOURNAL

[Vol. 46

mere "mechanical" payment of royalties for the use of copyrighted
work was inconsistent with the policy of vesting the exclusive rights of
commercial exploitation in the creator, Congress retained these provi52
sions in the 1976 Act.
Prior to the introduction of the 1909 Act's mechanical royalty
payment scheme, composers and songwriters enjoyed exclusive public
performance rights to their original works. 53 However, these rights
were not widely viewed as significant until the onset of increased use
of copyrighted material within the motion picture and radio industries. Accordingly, the 1909 Act was amended again to confer upon
copyright holders the exclusive right to publicly perform their musical
54
compositions for profit.
The inherent problem in the 1909 Act's grant of this exclusive
performance right was the impracticability of enforcement, given the
growing and widespread popularity of live music performance after
the turn of the century. In response to this challenge, several prominent early twentieth-century composers and songwriters formed the
55
American Society of Composers, Authors, and Publishers (ASCAP).
ASCAP and rival organization Broadcast Music, Incorporated (BMI),
which was formed in 1939, serve as clearinghouses for performing52. See H.R. REP. No. 1476, 94th Cong., 2d Sess. 107-09 (1976). The 1976 Act also
established a Copyright Royalty Tribunal charged with the authority to adjust royalty rates
as required. After several subsequent rate increases, the Royalty Tribunal declared in 1986
that the rate would increase biannually automatically to correspond with changes in the
Consumer Price Index. Effective January 1, 1994, the mechanical royalty rate due to musical composition copyright owners is 6.60 cents per recorded copy of the work. Note the
less than 5-cent increase the current rate represents over the rate originally prescribed in
1909. For a helpful discussion of royalty rates and the Copyright Royalty Tribunal, see
GORMAN & GINSBURG, supra note 23, at 453-56.
53. The Copyright Act of 1897 first conferred performing rights for musical compositions. The 1897 Act set damages for unlicensed performance at $100 for the first and $50
for each subsequent performance. Act of Jan. 6, 1897, 29 Stat. 481. See GORMAN & GINSBURG, supra note 23, at 498 (noting that by the turn of the twentieth century, the main
source of revenue for composers was from royalties received for the sale of copies of sheet
music; thus, the performance right was largely underestimated and underenforced).
54. Specifically, § 1(e) of the 1909 Act granted the copyright holder the exclusive
right to "perform the copyrighted work publicly for profit if it be a musical composition;
and for the purpose of public performance for profit . . . , to make any arrangement or
setting of it or of the melody of it in any system of notation or any form of record in which
the thought of an author may be recorded and from which it may be read or reproduced."
GORMAN & GINSBURG, supra note 23, at 162 (citing 1909 Act).
55. Victor Herbert and several other composers organized ASCAP in 1914. Performances of copyrighted music for profit had become so numerous and widespread that it was
impossible, as a practical matter, for the individual copyright owners to enter negotiations
with licensees or to detect unauthorized uses. See Broadcast Music, Inc. v. Columbia
Broadcasting Sys., Inc., 441 U.S. 1, 4 (1979) (describing the origins and organization of
BMI and ASCAP). The Supreme Court held that performing rights organizations' blanket
licensing schemes were not forms of illegal price fixing under antitrust law. Id. at 24.

November 1994] NEW TECHNOLOGY AND OLD PROTECTION: USED CDS 229

rights licensing. As agents for their member composers and songwrit-

ers, both organizations monitor performances and police copyright in-

fringements. 5 6 "The organizations operate primarily through blanket
licensing schemes which give licensees the right to perform any and all
of the compositions owned by their members as often as desired for a
stated term. 5 7T Blanket license fees for broadcast licensees (television
and radio stations) are ordinarily a percentage of the licensee's total
revenues or a flat dollar amount, and do not directly depend on the
amount or type of music used.58 The blanket fees for nonbroadcast
licensees (e.g., bars and nightclubs) are usually based on the licensee's

annual entertainment expenses (such as the cost of hiring musicians,

price of drinks served, seating capacity, and other variables).5 9 The
fees collected under the blanket licensing agreements are then distrib60
uted to BMI and ASCAP members.
These organized enforcement groups have provided individual
copyright holders with an extremely effective and efficient means to
pool their rights and to achieve economies of scale by spreading their
licensing transaction costs over a large group of owners.61 Nonbroadcast licensees, in particular, require "unplanned, rapid, and indemni56. As the Supreme Court explained,
As ASCAP operates today, its 22,000 members grant it nonexclusive rights to
license nondramatic performances of their works, and ASCAP issues licenses and
distributes royalties to copyright owners in accordance with a schedule reflecting
the nature and amount of the use of their music and other factors.
BMI, a nonprofit corporation owned by members of the broadcasting industry, was organized in 1939, is affiliated with or represents some 10,000 publishing
companies and 20,000 authors and composers, and operates in much the same
manner as ASCAP. Almost every domestic copyrighted composition is in the
repertory either of ASCAP, with a total of three million compositions, or of BMI,
with one million.
Id. at 5 (footnote omitted). There is also a smaller performing rights organization called
SESAC that controls rights to approximately 150,000 compositions. Broadcast Music, Inc.
v. Moor-Law, Inc., 527 F. Supp. 758,760 (D. Del. 1981), aff'd, 691 F.2d 490 (3d Cir. 1982).
57. Broadcast Music, 441 U.S. at 5.
58. Id. Radio and television broadcasters are the largest users of music-and almost
all of them hold blanket licenses from both ASCAP and BMI. Id.
59. Moor-Law, 527 F. Supp. at 760-61. Despite the greater number of non-broadcast
licensees, BMI estimates that 90% of its licensing revenues come from broadcast licensees.
Id. at 761.
60. For a discussion of the performing rights societies and their respective allocation
of license proceeds, see DONALD S. PASSMAN, ALL You NEED TO KNOW ABoUT TH
Music BusiNhss 192-93 (1991).
61. As the Supreme Court recognized in Broadcast Music,
Individual sales transactions in this industry are quite expensive, as would be individual monitoring and enforcement, especially in light of the resources of single
composers. Indeed, as both the Court of Appeals and CBS recognize, the costs
are prohibitive for licenses with individual radio stations, nightclubs, and restaurants,... and it was in that milieu that the blanket license arose. 441 U.S. at 20.
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fled access" 62 to a wide range of compositions, because they typically
do not know in advance which compositions will be performed in their
establishments, yet want the right to have them performed instantaneously. Moreover, despite earlier antitrust charges launched against
BMI and ASCAP,6 3 the blanket license scheme employed by ASCAP
and BMI serves this need by providing instantaneous access to any

composition desired.
B. The First Sale Doctrine

Despite the seemingly broad constitutional policy in favor of vesting exclusive rights in creators and the successful enforcement of these

rights through the judiciary, 64 copyright protection-specifically, the
right of public distribution-has always been limited by the first sale
65
doctrine.
Under the first sale doctrine, copyright owners only control the
first public distribution of an authorized copy or recording of their
work. 66 As the 1976 Act makes clear, a copyright owner's distribution
62. Id.
63. Both ASCAP and BMI have been subjected to antitrust litigation in the past. Id.
at 10-12. BMI's licensing activities have been subject to two consent decrees: United
States v. Broadcast Music, Inc., 1940-43 Trade Cas. (CCH) 7 56,096 (E.D. Wis. 1941), and
United States v. Broadcast Music, Inc., 1966 Trade Cas. (CCH) 71,941 (S.D.N.Y. 1966).
Under the 1966 consent decree, BMI is required, inter alia, to make a per composition
license, as well as its blanket license, available to all licensees and to allow direct licensing
by individual copyright holders.
64. See, e.g., Herbert v. Shanley Co., 242 U.S. 591 (1917) (holding that restaurant's
live performances of copyrighted material are "for profit" even though no separate admission is charged for the music); M. Witmark & Sons v. Pastime Amusement Co., 298 F. 470
(E.D.S.C. 1924), affd, 2 F.2d 1020 (4th Cir. 1924) (holding that a movie theater organist's
unauthorized performance of copyrighted material violated the Copyright Act, even
though her performance did not directly generate a profit for the theater owner); Broadcast Music, Inc. v. Moor-Law Inc., 527 F. Supp. 758 (D. Del. 1981) (holding that BMI's use
of blank licensing does not violate the Sherman Act, nor does pricing system based on
percentage of entertainment expenses constitute copyright misuse); Broadcast Music, Inc.
v. O'Connell's Clover Club, Inc., 1983 WL 1138 (D. Minn. Jul. 26, 1983) (granting plaintiffs motion for summary judgment and enjoining nightclub from further infringement
through performance of copyrighted songs until the club signed BMI's General Licensing
Agreement).
65. Section 109 of the 1976 Act states: "Notwithstanding the provisions of section
106(3), the owner of a particular copy or phonorecord lawfully made under this title, or
any person authorized by such owner, is entitled, without the authority of the copyright
owner, to sell or otherwise dispose of the possession of that copy or phonorecord." 17
U.S.C. § 109(a) (1988).
66. The Copyright Act establishes the exclusive right of the copyright owner "to distribute copies or phonorecords of the copyrighted work to the public by sale or other
transfer of ownership, or by rental, lease, or lending." 17 U.S.C. § 106(3) (1988). "Under
this provision the copyright owner would have the right to control the first public distribution of an authorized copy or phonorecord of his work .... Likewise, any unauthorized
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rights to a particular copy or phonorecord cease once he or she has
parted with ownership of it.67
The first sale limitation is a recognition of personal property law
policies favoring free alienability and limited restrictions on future
sales of lawfully acquired property.6 8 Early interpretations of the first
sale doctrine provided a hurdle to copyright owners since the plaintiff
bore the burden of showing the nonoccurrence of a first sale of the
copyrighted work at issue.6 9 Though subsequent appellate court interpretations of the 1976 Act removed this element from the copyright
plaintiff's7 0burden, the property-based policy of the first sale doctrine
remains.
This incorporation of property-based principles and presumptions
into the first sale doctrine 71 has effectively created a safe haven for
third-party buyers of copies that have been legally manufactured and
sold within the United States. 72 Applied to the earlier garage sale
public distribution of copies or phonorecords that were unlawfully made would be an infringement." H.R. REP. No. 94-1476, 94th Cong., 2d Sess. 62 (1976).
67. 17 U.S.C. § 106(3) (1988).
68. Several courts have addressed the question of whether a copyright proprietor may
contractually impose limitations on the buyer of copyrighted material. While such agreements are enforceable contracts, upon violation, the plaintiff's remedy is limited to damages for breach of contract, not copyright infringement. See Platt & Munk Co. v. Republic
Graphics, 315 F.2d 847 (2nd Cir. 1963) (holding that the first sale need not be voluntary to
terminate the right to vend copyrighted material); Independent News Co. v. Williams, 293
F.2d 510, 517 (3d Cir. 1961) (holding that when a publisher has parted with the title to the
copyrighted work, even if a contractual restriction on its use exists, this restriction does not
bar subsequent purchasers from vending the periodical as an unrestricted literary work).
69. See American Int'l Pictures v. Foreman, 400 F. Supp. 928, 933 (S.D. Ala. 1975)
(construing the first distribution language of the Copyright Act as-a limitation on copyright
owners' vending rights and holding that, in an infringement action, the plaintiff must show
the nonoccurrence of a first sale).
70. In reversing the lower court decision in American Int'l Pictures,the Fifth Circuit
noted, "The new act reveals that Congress was aware of the lower court decision in this
case and specifically rejected it. The House Committee explicitly stated that under the new
act the burden of proving that a particular copy was lawfully made or acquired rests on the
defendant." American Int'l Pictures v. Foreman, 576 F.2d 661, 663 n.1 (5th Cir. 1978)
(citing NoTmS OF COMM. ON THE JuDIcIARY,H.R. REP.No. 94-1476, 1976 U.S.C.C.A.N.
5659, reprintedas 17 U.S.C.A. § 109 historical note (1970)).
71. The lower court in American Int'l Picturesrelied heavily on property-based principles in aligning the burden of proof in infringement cases. The court relied primarily on
the principle that "'possession of property is indicia of ownership, and a rebuttable presumption exists that those in possession of property are rightly in possession."' 400 F.
Supp. 928, 933.
72. See BMG Music v. Perez, 952 F.2d 318,319 (9th Cir. 1991), cert. denied. 112 S.Ct.
2997 (1992) (holding that defendant was not entitled to first sale protection when defendant purchased copyrighted sound recordings manufactured abroad, exported them to the
United States, and sold them in wilful violation of the plaintiffs' copyrights); Hearst Corp.
v. Stark, 639 F. Supp. 970, 977 (N.D. Cal. 1986) (holding that first sale doctrine did not
preclude application of 17 U.S.C. § 109(a) relating to importation of copyrighted material);
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proprietor example, this third-party buyer protection is reasonable because it avoids infringement liability in the majority of private sale
transactions in which the73 copyrighted material is sold for less than the
original purchase price.
The first sale doctrine also protects the consumer-assuming possession of lawfully manufactured and acquired recordings 74-who
sells used CDs or other copyrighted material to a retailer. Arguably,
because the consumer makes no profit on the resale transaction, 75 the
copyright proprietor's exploitation objective is not offended. However, it is the extension of first sale protection to the retailer-the
third-party buyer-who realizes a substantial profit upon resale that
creates the irreconcilable conflict between the objectives and limitations of copyright. It is precisely at this juncture that a third-party
buyer's first sale protection clashes with the fair remuneration objectives of the copyright owner.

HL1.

Judicial Interpretations of the First Sale Doctrine

The landmark case that established the first sale doctrine is Harrison v. Maynard, Merrill & Co. 76 In Harrison,unbound pages of copyrighted books were damaged in a fire at the bindery. 77 The bindery
Columbia Broadcasting Sys., Inc. v. Scorpio Music Distribs., 569 F. Supp. 47, 49 (E.D. Pa.
1983) (holding that § 109(a) grants first sale protection to third-party buyers of copies legally manufactured and sold within the U.S. and not to purchasers of imports).
73. Even though this may be the most typical scenario in a private sale, no copyright
doctrine compels a different result if the copyrighted material is subsequently resold at a
profit. Indeed, judicial interpretations of the first sale doctrine have held that a lawful
owner of copyrighted material may resell the goods "at his own price," with no limitation.
See Lantern Press, Inc. v. American Publishers Co., 419 F. Supp. 1267, 1271 (E.D.N.Y.
1976); Pohlman, supra note 45, at 25 ("record store owners argue that it is simply a person's right to resell his or her property").
74. Interestingly, prior to the heightened focus by copyright holders on the sale of
used CDs, law enforcement officials sponsored "sting" operations to crack down on independent retail outlets suspected of purchasing stolen copyrighted material. Pursuant to
such concerns, the city of San Francisco, California, enacted a municipal statute requiring
retailers who transact in used goods to maintain comprehensive identification information
on individuals from whom they purchase used recordings. See SAN FRANCISCO, CA., POLICE CODE §§ 1276, 1279 (1993). In fact, the CD distributors argue that a used-CD market
"encourages employees and customers to steal CDs so they can be fenced at stores that
deal in used discs." Pohlman, supra note 45, at 25.
75. Compared to an average retail price range from $12-$14 for new CDs, the price at
which a retailer will purchase a used CD from a consumer ranges from a paltry 90V-$3,
depending upon the title. Conversely, used CDs often carry a price tag of $2-$8. See Birnbaum, supra note 8, at 35. Without a significant profit motive on the part of the consumers,
25% of the SounData survey respondents agree with the used-CD merchants' often-stated
claim that consumers see the potential to sell unwanted CDs as a mere insurance policy
that allows them to buy more CDs. See Christman, supra note 38, at 112.
76. 61 F. 689 (2d Cir. 1894).
77. Id. at 689.
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owner sold the pages as debris, and the purchaser subsequently resold
them as waste paper stock pursuant to a contractual restriction that
prohibited resale for any other purpose. 78 Harrison, a secondhand
book dealer, acquired the leaves, had them newly bound, and sold
them as books. 79 In response to the copyright owner's infringement
claim against Harrison, the court held:
[T]he right to restrain the sale of a particular copy of the book by
virtue of the copyright statutes has gone when the owner of the
copyright and of that copy has parted with all his title to it, and has
conferred an absolute title to the copy upon a purchaser. ... The
exclusive right to vend the particular copy no longer remains in the
owner of the copyright by the copyright statutes. The new purchaser cannot reprint the copy. He cannot print or publish a new
edition of the book; but, the copy having been absolutely sold to
him, the ordinary incidents of ownership in personal property,
among which is the right of alienation, attach to it.80
The first sale doctrine was specifically incorporated into the 1909
Act and is maintained in the 1976 Act.8 ' Courts relying on Harrison
have construed the first sale doctrine liberally. Many courts have held
that even in cases in which copyrighted material was rebound, combined with noncopyrighted material, and resold, no infringement occurred if the copyrighted material had been the subject of a prior
authorized sale.8 2
Although the first sale doctrine results in the relinquishment of
the distribution monopoly, courts have been careful to emphasize the
separability of the monopolies conferred by copyright. Thus, surrender of one right does not diminish the other rights granted. 83 As the
Harrisoncourt pointed out, while the defendant was free to resell the
copyrighted material he had purchased, the copyright owner retained
the exclusive rights to publish reprints and new editions of the book.8
78. I&
79. Id. at 690.
80. Id. at 691.
81. Id.

82. See, e.g., Kipling v. G. P. Putnam's Sons, 120 F. 631, 634 (2d Cir. 1903) (holding
that the binding of unbound sheets of Kipling's copyrighted works, together with his
noncopyrighted poetry and an index, did not infringe plaintiff's copyrights); Fawcett Publications v. Elliott Publishing Co., 46 F. Supp. 717, 718 (S.D.N.Y. 1942) (holding that plaintiff's copyright was not infringed when defendant purchased secondhand copies of
plaintiff's copyrighted comic books, combined them with other comics, and sold the combination under a new cover); But see National Geographic Soc'y v. Classified Geographic,
Inc., 27 F. Supp. 655, 659-60 (D. Mass. 1939) (holding that plaintiff's copyrights were infringed when defendant disassembled old copies of plaintiff's periodicals, reclassified the
articles by subject matter, and bound compilations of the articles with prefatory material).
83. Chappell & Co. v. Middletown Farmer's Mkt. of Auction Co., 334 F.2d 303, 305
(3d Cir. 1964).
84. Harrison, 61 F. at 690.
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Similarly, while a copyright holder in a musical composition relinquishes his distribution monopoly with respect to a particular copy of
sheet music after the first sale, he retains the exclusive public performance right to his composition. 85 Thus, even though interpretations of
the first sale doctrine favor alienability of the tangible object embodying the copyrighted material, the remaining rights of the copyright
owner are not divorced from the creation.
Particularly in the case of musical compositions, this creates an
interesting result in that the owner of a particular copy of sheet music
embodying a copyrighted composition may resell it at a profit without
infringing the composer's copyright; however, any public performance
of the work by the same owner would be an infringement. Arguably,
the composer's retention of the public performance right is more burdensome and restrictive for the owner than allowing the composer to
participate in the resale profits of the tangible products, since musical
compositions are likely to be performed more often than they are
resold.
In Burke & Van Heusen v. Arrow Drug 6 the court described the
"ultimate question under the 'first sale' doctrine as whether or not
there has been such a disposition of the copyrighted article that it may
fairly be said that the copyright proprietor has received his reward for
its use."' 87 However, the court's inquiry may be overly simplistic if
Congress's enactment of a significant exception to the first sale doctrine is any indication.
In the Record Rental Act of 198488 Congress amended the 1976
Act to make it illegal for retailers to rent phonorecords for profit, regardless of the occurrence of a lawful prior first sale. After extensive
testimony on the detrimental effects the practice of phonorecord
rental had on the recording industry, Congress struck the balance in
favor of the copyright proprietors, even though under the Burke &
Van Heusen court's reasoning they had already received their reward
in the form of statutory royalties on a first sale.
In upholding the Record Rental Act against an antitrust claim,
the Seventh Circuit in A & M Records v. A.L. W., Ltd.89 described the
amendment as a "narrow exception" to the first sale doctrine. Relying on the legislative history of the amendment, the court reasoned
that "[s]uch rentals were invariably intended to facilitate the unau85. See Chappell,334 F.2d at 305. See also supra notes 51-56 and accompanying text
(discussing private enforcement schemes organized to protect composers' and songwriters'
public performance rights).
86. 233 F. Supp. 881 (E.D. Pa. 1964).
87. Id. at 884 (citing Platt & Munk Co. v. Republic Graphics, Inc., 315 F.2d 847, 854
(2d Cir. 1963)).
88. 17 U.S.C. § 109(b)(1)(A) (1988).
89. 855 F.2d 368, 369 (7th Cir. 1988).
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thorized home taping of the rented phonorecords, which the first sale
doctrine was never intended to allow." 9 Interestingly, in response to
a contempt motion filed after the defendants allegedly violated a pre-

liminary injunction against their practice, the defendants asserted that
they merely "sold" the records pursuant to a buy-back provision.91
The defendants contended that customers were allowed to "buy a record for two dollars plus a five dollar deposit, which [would] be re-

turned at the customer's choice within a specified time limit." 92 The
court specifically rejected this guise, citing Congress's prescient prohibition of such buy-back plans under the Record Rental Act of 1984.93
Given the copyright owners' ultimate fear that a resale market for
used CDs will create a de facto lending system that will facilitate un-

lawful duplication, 94 it seems counterintuitive to suggest that a practice having such an effect would be permissible given the underlying
purpose of the Record Rental Act.
The argument for disallowing first sale protection to retailers who
deal in used CDs is even more compelling since courts have historically struck the balance in favor of copyright owners when a technological advance has opened up the potential for exploitation of a
right.95

90. Id. at 369. (citing H.R. REIP. No. 98-987, 98th Cong., 2d Sess. 4 (1984), reprinted in
1984 U.S.C.C.A.N. 2898). Coincidentally, the retailer in A & M Records was actually renting compact discs, not phonograph records. Appropriately, the trial court relied on the
definitions provided in 17 U.S.C. § 101 and dismissed the defendant's argument that compact discs were not covered by the Record Rental Amendment. 855 F.2d at 369, 370 n.4.
91. 855 F.2d at 370 n.6.
92. Id.
93. Id. (citing H.R. REP. No. 98-987, 98th Cong., 2d Sess. 4 (1984), reprintedin 1984
U.S.C.C.A.N. 2898).
94. See supra notes 43-45 and accompanying text. This fear is particularly wellfounded given the introduction of CD devices with recording capabilities into the consumer marketplace. Reportedly, the first device to be introduced will be compatible with
read-only units, making it possible to create duplicate CDs with no loss in sound quality.
95. See supra notes 30-32 and accompanying text (discussing the American Bar Association, Section of Patent, Trademark, and Copyright Law committee reports and case law
challenges); supra note 4 (discussing the DAT challenge and ultimate compromise legislation). This policy in favor of copyright holders in the face of new technology continues into
the age of the information superhighway. In a recent address to the ABA Forum Committee on the Entertainment and Sports Industries, the current Register of Copyrights, Bruce
Lehman, presented a preliminary draft report from the Working Committee on Intellectual
Property and the National Information Infrastructure (NII). The Working Committee examined and analyzed the intellectual property implications of the NIl, focusing primarily
on copyright law. See Intellectual Property and the National Information Infrastucture, A
Preliminary Draft of the Report of the Working Group of Intellectual Property Rights,
Executive Summary. The Working Group recommends that the 1976 Act be amended to
delineate between transmissions over the NII that are intended as performances or displays and those that are distributions of reproductions. Id. § A(1)(a). The Group further
recommends that § 109 of the Act be amended to exempt transmissions of copyrighted
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IV. The Case For Resale Royalties
There are two arguments that are routinely advanced by retailers
engaged in the practice of selling used CDs. An analysis of each argument militates against providing first sale protection to retailers. The
first position can be fairly characterized as the "It doesn't hurt Madonna" argument. Indeed, the retailers correctly recognize that given
the current industry trend toward "vanity deals," 96 the loss of mechanical royalties by such recording artists who are also songwriters may
be negligible. However, the obvious counterargument is that these
types of deals are comparatively rare, and that non-recording songwriters are rarely, if ever, parties to these types of transactions. It is
this group of musical creators who are more dependent upon mechanical royalties from unit sales and, consequently, are most affected by
the practice.
Additionally, there is an effect on less established recording artists whose popularity may develop over a longer period. For example,
if a recording artist does not enjoy widespread success until later recordings, the artist's subsequent popularity may spark a renewed interest in earlier, "catalogued" recordings. 97 Moreover, there are
currently entire categories of music, jazz, for example, in which titles
enjoy longer retail lives through "catalog reissues" as the musical form
and its artists achieve status through resurgences in popularity. 98
While the current record company practice may be to reissue new,
royalty-generating recordings from its catalog, there is no incentive to
do this if used products are available to fulfill consumer demand. 99
work over the NII from first sale protection since a copy of the work remains with the first
owner. Id. § A(1)(c).
96. In a so-called "vanity deal," a record company lures an already established recording artist into a long-term, multi-project, multi-million dollar contractual relationship. Obviously, to artists of this stature, a per-unit mechanical royalty loss is inconsequential given
the value of the long-range contract. See Ken Terry & Irv Lichtman, What are Realities of
Prince Deal?; Attorneys See Safeguards for Warner, BILLBOARD, Sept. 19, 1992, at 12 ("an
artist who has a track record and can continue to sell is such a rarity that companies go on
bidding for them and probably go beyond their means just to hang onto a few"). The
author describes the reported $100 million deal between Prince and Time-Warner; Madonna's similar deal that included TV, film, merchandising, and book publishing projects
valued at $60 million; and Michael Jackson's deal with Sony that included a reported $60
million advance against future project revenues. Id. See also Deborah Russell, Madonna
Saddles Time-Warner Deal, BILLBOARD, May 2, 1992, at 1.
97. Recordings that have enjoyed their initial run in current release are referred to as
"catalog items." This means the recording is listed in the record company's catalog of
available titles, but is not being actively promoted. See PASSMAN, supra note 60, at 147.
98. For an interesting discussion of some of the unique problems of insufficient coverage for jazz artists under the copyright laws, see Stanley Turk, Copyrights and Jazz Improvisation: Creativity Unprotected, 1 U. BALT. INTELL. PROP. L.J. 66 (1992).
99. Indeed, according to the SounData survey, new titles made up only 14% of used
CD purchases, while 86% were catalog titles. See Christman, supra note 38, at 4.
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The retailers' second argument is that an artist's remunerative objective should be satisfied from a strong first distribution of the royalty-generating product. However, this argument ignores that a
significant number of the CDs that reach the resale market are either
promotional copies or the result of record club purchases. 0 0 Under a
standard record company contract, an artist does not receive royalties
on promotional copies distributed, and the royalty rate on record club
purchases is significantly reduced.' 0 '
The recording industry controversy is not the first context in
which the payment of royalties on the resale of creative products has
surfaced. Most notably, the enactment of the Visual Artists' Rights
Act of 1990102 ("VARA") brought this same issue to the forefront of
the debate over the amount of protection to extend under U.S. copyright law to visual artists for their works of fine art.
Original versions of the VARA contained provisions that granted
resale royalties to visual artists. 103 These provisions were modeled after French law enacted in 1920 that granted artists a droit de suitethe right to participate in any subsequent profits when an original
work of art was resold. Currently, thirty-six other countries have incorporated a right to subsequent profits in their legislation protecting
visual artists. 1' 4 However, because these 'provisions in VARA proved
100. In conducting the buying survey, SounData found that 59% of the used CDs
it bought (including both albums and singles) were originally purchased at retail
and resold by consumers, 32% were promotional titles, and 9% were from record
clubs.... In qualifying its findings of promotional and record club titles, a
SounData spokesman said that promotional titles may have been overcounted
because the cutout markings used for those titles are similar to the markings
made on deleted and overstock units. On the other hand, the survey may have
undercounted record club product because not all titles from those entities are
clearly marked.
Of the catalog titles purchased by SounData as used CDs, 23% were promos
and 11% were from record clubs, with the rest presumably goods sold through
retail. Of the new albums purchased as used CDs, promos comprised 63%, while
1% were originally bought from record clubs. Of the total number of full-length
used titles purchased, 28% were promos and 10% were from record clubs.
Id. at 4, 112.
101. See PAssMAN, supra note 60, at 68-69 (discussing royalty treatment of "promo"
goods) and 148-49 (discussing royalty treatment of record club purchases).
102. The Visual Artists Rights Act of 1990 is codified at 17 U.S.C. §§ 101, 106A (Supp.
II 1991). Section 101 provides a definition of covered visual art works and § 106A sets out
the scope of the artist's rights of attribution and integrity (Le., right to prevent alteration or
mutilation of a work causing detriment to artist's reputation) provided under the Act.
103. As introduced, the VARA contained provisions calling for the payment of royalties to the creator of a qualified work of visual art whenever the work was sold. An artist
would receive a royalty of 7% of the profit from resale when the sale price exceeded $1000,
and the profit was at least 150%. See S. 1619, 100th Cong., 1st Sess. 2-3 (1987).
104. Marilyn . Kretsinger, Droit de Suite: The Artist's Right to a Resale Royalty, 15
HASnNas Comm. & ENT. L. 967, 968 (1993) (discussing an artist's right to participate in
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controversial in the United States, they were deleted from the final
bill. 10 5 Congress postponed its consideration of the issue by requiring
the Register of Copyrights to prepare a report examining the feasibility of implementing such a royalty system in the United States. °6
On December 1, 1992 the Register delivered his report to Congress, concluding that presently there was insufficient justification to
warrant adopting droit de suite for visual artists in the United
States.'0 7 However, the Register did not foreclose the possibility that
a different conclusion might be reached if the European Community
takes steps in the future to harmonize its members' treatment of the
08
right.'
Despite this initial negative reaction to droit de suite protection
for visual artists on a federal level, the concept has been approved at
the state and territorial levels by California'0 9 and Puerto Rico." 0
the profits or royalties from the resale or use of a work and the status of the rights in the
United States). See also THE REPORT OF THE U.S. COPYRIGHT OFFICE, DROIT DE SUITE:
THE ARTIST'S RESALE ROYALTY 32 (1992) [hereinafter REGISTER'S REPORT].
105. See 136 CONG. REC. H8266, H8271 (daily ed. Sept. 27, 1990 (statement of Cong.
Markey).
106. See S. 1198, 101st Cong., 1st Sess. 9 (1989). See also Senate Subcommittee Approves Amended Artists Rights Bill, 36 Pat. Trademark & Copyright J. (BNA) No. 892, at
378 (Aug. 11, 1988).
107. REGISTER'S REPORT, supra note 104, at 149.
108. Id. For commentaries and criticism of the Register of Copyrights Report and its
conclusions, see Kretsinger, supra note 104; Jay B. Johnson, Copyright: Droit de Suite: An
Artist Is Entitled to Royalties Even After He's Sold His Soul to the Devil, 45 OKLA. L. REV.
493, 500-01 (1992) (arguing in favor of providing resale royalties to artists); Shira Perlmutter, Resale Royalties for Artists: An Analysis of the Register of Copyrights' Report, 16
COLUM.-VLA J.L. & ARTS 395 (1992) (analyzing the report's approach to the evidence
presented and treatment of the arguments on both sides).
109. The significant provisions of the California Act state:
(a) Whenever a work of fine art is sold and the seller resides in California or the
sale takes place in California, the seller or the seller's agent shall pay to the artist
of such work of fine art or to such artist's agent 5 percent of the amount of such
sale. The right of the artist to receive an amount equal to 5 percent of the amount
of such sale may be waived only by a contract in writing providing for an amount
in excess of 5 percent of the amount of such sale. An artist may assign the right to
collect the royalty payment provided by this section to another individual or entity. However, the assignment shall not have the effect of creating a waiver prohibited by this subdivision.
(1) When a work of fine art is sold at an auction or by a gallery, dealer,
broker, museum, or other person acting as the agent for the seller the agent shall
withhold 5 percent of the amount of the sale, locate the artist and pay the artist.
(2) If the seller or agent is unable to locate and pay the artist within 90 days,
an amount equal to 5 percent of the amount of the sale shall be transferred to the
Arts Council.
(3) If a seller or the seller's agent fails to pay an artist the amount equal to 5
percent of the sale of a work of fine art by the artist or fails to transfer such
amount to the Arts Council, the artist may bring an action for damages within
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Both the Puerto Rico and California statutes currently provide a fivepercent royalty on the resale amount to be paid to the artist. Despite
earlier decisions upholding the constitutionality of the California statute, use of the legislation within that jurisdiction is not widespread."'
Opponents of droit de suite suggest that the California statute is used
infrequently because, as currently drafted, the provisions are unworkable.1 2 However, even if this proposition were accepted as true, it
does not warrant a conclusion that the policy rationale underlying the
California legislation-and droit de suite, specifically-is baseless.
Rather, as proponents of the legislation suggest, a reworking of the
California statute may further the objectives of providing incentive for
13

artistic creativity.

The focus on increased protection for visual artists arose from a
realization that visual artists' ability to receive fair remuneration for
their work was distinct from that of authors and musicians. While
copyright protection for authors and musicians places value on the
exploitation of their work through the sale of copies, the value of a
work of fine art derives from the original and unique nature of each
piece. Thus, while the visual artist's income is derived solely from the
three years after the date of sale or one year after the discovery of the sale, whichever is longer. The prevailing party in any action brought under this paragraph
shall be entitled to reasonable attorney fees, in an amount as determined by the
court.
CAL. Civ. CODE § 986(a)(1)-(3) (West 1993).
110.
Any person who creates a work of art is entitled to receive five (5) percent
of the increase in the value of said work at the moment it is resold. Said amount
shall be deducted from the seller's earnings and his/her agent or proxy shall be
jointly responsible for that amount. In those cases in which the whereabouts of
the author are not known, the resulting amount shall be deposited in his/her name
in a special account to be opened by the Copyright Registrar.
P.R. LAws ANN. tit. 31, § 1401h (1993).
111. In Morseburg v. Baylon, 621 F.2d 972,974-75 (9th Cir. 1980), cert. denied, 449 U.S.
983 (1980), an art dealer who sold two paintings prior to the enactment of § 986 challenged
the constitutionality of the California Act by claiming that the federal Copyright Act of
1909 preempted any state legislation. The appellant also charged that the California Act
violated the Contracts and Due Process Clauses of the Constitution. Id. at 975. The 9th
Circuit held that the California Act was not preempted since the resale royalty right
neither impaired the artist's right to vend the work nor restricted the transfer of the copyrighted work as prohibited by federal law. Id. at 977. The court also disposed of the appellant's Contracts Clause challenges by holding that any impairment of the original contract
between buyer and seller was not of the severity contemplated by the Constitution. Id. at
979. Finally, the court held that since the purpose of the statute was to promote artistic
endeavor, no fundamental rights were violated, "'and the legislature ha[d] not acted in an
arbitrary or irrational way,"' a rational basis existed for the legislation. Id. (citing Usury v.
Turner Elkhorn Mining Co., 428 U.S. 1, 15 (1976)).
112. See Johnson, supra note 108, at 501-02 (responding to the opponents of the California droit de suite statute). See also Niel F. Siegel, The Resale Royalty Provisionsof the
Visual Artists Rights Act: Their History and Theory, 93 DICK. L. REv. 1, 3, 4 (1988).
113. See Johnson, supra note 108, at 502.
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initial sale of an individual creation, dealers and collectors make large
sums of money on resales of the work, particularly, as the artist gains
stature and popularity. As proponents of droit de suite argue, "[i]t is
unfair that the artist be limited to proceeds from the original transaction while someone else reaps financial rewards from 'the product of
an artist's hand on into infinity'....-114
Accepting the unadorned appeal of this proposition, there is a
parallel between droit de suite protection for visual art and providing
resale royalties for copyrighted musical creations delivered on nonvolatile media. Just as droit de suite protection assumes the saleable condition of an original work of art in order to realize profits "into
infinity," the durable nature of the compact disc guarantees this saleable condition for musical creations. Moreover, while visual art protection and value assumes uniqueness, this assumption is eroded when
artists create and market several substantially similar "original"
works. Presumably, the sale of each of these works would require a
royalty payment to the artist under a droit de suite scheme. Thus, the
treatment of these "similar originals" under this hypothetical should
support similar treatment for copies of copyrighted musical works.
V.

Modification of the Copyright Act: An Extension of
Protection

In light of Congress's earlier exception to the first sale doctrine,"15 there is a solution to this current controversy that will satisfy
the needs of retailers, bargain-hungry consumers, and the holders of
copyrights in musical works.
The proposed solution takes a form similar to the Record Rental
Act: Congress should amend the Copyright Act to exempt the commercial sale of used CDs from first sale protection. This amendment
would serve a dual purpose by guaranteeing fair remuneration to musical creators for the exploitation of their works, while simultaneously
providing protection for retailers engaged in the practice through a
statutory licensing scheme.
An amendment to the Copyright Act could be incorporated into
the existing limitation on exclusive rights described in section 109.
The new subsection should provide:
Notwithstanding the provisions of section 109(a), unless authorized by the owners of the copyright in a sound recording delivered on a nonvolatile medium, and in the case of a sound recording
of the musical works embodied therein, a merchant may not for the
purpose of direct or indirect commercial advantage engage in the
114. Id. at 505 (quoting the testimony of Henry T. Hopkins of Los Angeles before the
Senate Subcommittee on Patents, Copyrights, and Trademarks in December 1987).
115. See A & M Records v. A.L.W., Ltd., 855 F.2d 368, 370 n.4 (7th Cir. 1988).
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practice of buying and reselling previously owned copies of the
sound recording, or trading previously owned copies as a credit
against new product purchases.

As provided within the proposed amendment, a merchant wishing to sell used copyrighted material delivered on a nonvolatile medium would be required to obtain a license from the copyright owner.
To alleviate the record-keeping and operational concerns that smaller
retailers may express in response to the amendment, copyright owners
would be well-served by developing a blanket licensing scheme similar
to those employed by ASCAP and BMI for enforcement of the public
performance right. This type of licensing scheme would ultimately
benefit merchants by eliminating the obstacles they would face in trying to bargain with individual copyright owners prior to each purchase
or resale of a used product.
Conclusion
Copyright laws exist to encourage creative and scientific efforts
that enrich and benefit the public. Congress has determined that the
best method to encourage these efforts is to provide economic incentive for creation. Copyright protection has always balanced artists'
needs for fair remuneration for their creative endeavors with the public's intuitive sense that once a tangible item is lawfully acquired, the
owner's property rights to the item should abrogate any rights of the
copyright owner. However, within most of the monopolies afforded
to copyright owners-notably, reproduction, adaptation, and public
performance-this is not the case.
Since a technological advance has once again opened up the potential for exploitation of a right normally vested in a copyright
owner, it seems fair to consider the copyright owner's interest in participating in the exploitation. This conclusion is particularly sound in
light of other significant exceptions to copyright limitations, such as
the Record Rental Act, that Congress has adopted.
Despite the fact that a resale royalty scheme for works of visual
art may currently be unworkable on a federal level, the organizational
model for enforcement of such a scheme for used compact discs has
existed in the United States for several generations. By exempting the
retail sale of used CDs from first sale protection and providing a licensing scheme for retailers who wish to engage in the practice, Congress can satisfy the distinct interests of copyright owners, retailers,
and consumers.

